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FEDERAL HOME LOAN BANK BOARD
The proposed rule and policy statement issued by the Federal Home Loan Bank Board
(FHLBB) requiring that all federally insured thrifts account for securities held
for investment, sale or trading using documented generally accepted accounting
principles (GAAP) have been published in the Federal Register (see the 6/21/88
Fed. R e g ., pp. 23244-50).
Advance notice of release of the proposed rule was
provided in the 6/20/88 Wash. R pt. Comments must be received by 8/22/88 and sent
to Director, Information Services Section, Office of the Secretariat, FHLBB, 1700
G St., N .W., Washington, D.C. 20552.

GENERAL ACCOUNTING OFFICE
The number of unproductive business non-filer investigations conducted by the IRS
could be reduced by the Service, the GAO reported recently as a result of its
study of the IRS’ efforts to identify and investigate businesses that do not file
required tax returns.
The GAO noted that in Fiscal Year 1986 the IRS completed
3.7 million business nonfiler investigations and assessed about $5.9 billion in
taxes, but that the IRS closed about 73 percent of the investigations without
obtaining returns and assessing taxes.
An "unproductive investigation" was
defined by the GAO as one "where IRS finds that a business filed the proper return
or owed no taxes."
The GAO randomly selected and analyzed a sample of 1,976
business nonfiler investigations closed in Fiscal Year 1987.
The GAO reported
that in 15 percent of the cases the IRS "erroneously issued multiple employer
identification numbers to businesses that filed the questioned return under only
one of the numbers" and in 19 percent of the cases "businesses did not follow IRS
regulations to file employment tax returns when no tax was owed."
To reduce the
number of unproductive nonfiler investigations, GAO recommended that the IRS 1)
adopt additional research techniques, such as using variations of the business
name and the actual signature name on the return, and actively pursue the receipt
of Forms SS-4 to identify businesses with previously issued employer
identification numbers; 2) revise employment tax return instructions and business
nonfiler notices to emphasize to businesses the importance of filing required
quarterly employment tax returns; 3) modify criteria for deleting invalid
employment tax filing requirements to include the results of nonfiler
investigations; and 4) ensure that the filing status determined from nonfiler
investigations is accurately recorded on the business master file.
The GAO
reported that the IRS agreed with its recommendations and is taking steps to
implement the recommendations.
The GAO study was conducted at the request of Rep.
Doug Barnard (D-GA), chairman of the House Subcommittee on Commerce, Consumer, and
Monetary Affairs of the Government Operations Committee.
Copies of the GAO
report, GAO/GGD-88-77, may be obtained by calling the GAO at 202/275-6241 or by
writing the GAO at P.O . Box 6015, Gaithersburg, MD 20877.

SECURITIES AND EXCHANGE COMMISSION
The SEC has scheduled an open meeting to consider proposed amendments on peer review
and management reports. The subject matter will include consideration of whether
to authorize for publication: 1) a release adopting amendments to Regulation S-X
that would require accountants’ reports included in Commission filings to be
signed by an independent accountant who within the last three years has undergone
a peer review of its accounting and auditing practice, and 2) a release publishing
for comment proposals to specify procedures to be used to review an accountant's
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audit work pending the accountant's compliance with peer review requirements when
the accountant first becomes subject to the requirement due to accepting a
Commission registrant as a client or a current client becoming a Commission
registrant.
For further information please contact John Heyman at the SEC at
202/272-2130.
The Commission will also consider whether to issue for comment
proposed rules to require that registrants include a report by management in Forms
10-K and annual reports to shareholders and whether to adopt an amendment to Rule
2(e)(7) of the Commission's Rules of Practice to provide that Rule 2(e)
proceedings shall be public unless the Commission, on its own motion or after
consideration of the request of a party, otherwise directs.
For further
information please contact John W. Albert at 202/272-2130, Howard P. Hodges at
202/272-2553 or Emily P. Gordy at 202/272-2422.
The meeting is scheduled for
Thursday, 7/7/88, at 10:00 a.m., the Commission has announced.
It will be held in
the Commission Meeting Room 1C30, at the SEC headquarters, 450 5th St., N.W.,
Washington, D .C .

TREASURY. DEPARTMENT OF
A pilot program
will be
conducted during the 1989 filing season for non-resident
alien income tax returns to be filed on magnetic tape. the IRS announced recently
(see the 6/28/88 Fed. R e g ., p. 24397). Magnetic tape of Forms 1040NR; Schedules D
and E; and Form 4797, Gains and Losses from Sales or Exchanges of Assets Used in a
Trade or Business and Involuntary Conversions, will be accepted by the IRS.
The
Service said magnetic tapes will be accepted from all parts of the U.S., but that
all the tapes will be processed at the Philadelphia Service Center.
Individuals
interested in participating in the pilot project need prior authorization from the
IRS.
Expressions of interest are requested by 11/15/88 and applications to
participate must be received by 12/31/88.
The IRS also said that draft revenue
procedures will be available by 10/15/88.
Copies of the draft revenue procedures
and further information may be obtained by contacting the Director, IRS,
Philadelphia Service Center, P.O . Box 245, Drop Point 430, Bensalem, PA 19020
ATTN: Magnetic Tape Coordinator or by calling 215/969-7166.

Taxpayers who fail to change their method of accounting in order to conform to the
uniform capitalization rules are provided guidance and procedural information by
the IRS in an advance copy of Notice 88-78.
The notice also provides rules for
the filing of amended returns by taxpayers who did not conform to the uniform
capitalization rules.
Section 263A of the Internal Revenue Code, which was
enacted by the Tax Reform Act of 1986, provides uniform capitalization rules that
apply to the production of property and the acquisition of property for resale.
The IRS issued temporary and proposed regulations interpreting section 263A
on 3/30/87 and 8/7/87 (see the 3/30/87 Wash. R p t .).
The IRS said the temporary
regulations will remain in effect until additional temporary or final regulations
are published in the Federal Register.
In general, the IRS said, the uniform
capitalization rules are effective for costs incurred after 12/31/86 or, in the
case of inventories, for taxable years beginning after 12/31/86.
Taxpayers who
failed to comply with a necessary change in accounting method during the period
for an automatic approval of the change must obtain the consent of the
Commissioner before changing to a method that is in compliance with the uniform
capitalization rules, the IRS noted. Notice 88-78 is scheduled to be published in
Internal Revenue Bulletin 1988-28, dated 7/11/88.
For further information after
reading the notice, contact Ruth N. Bettinger at the IRS at 202/566-3638.
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TREASURY, DEPARTMENT OF
Individuals conducting currency transactions for another person must report on the
Currency Transaction Report
the name of the person on whose beha l f the
transaction was conducted. under proposed rules issued to the Bank Secrecy Act
regulations (see 6/21/88 Fed. R e g ., pp. 23289-91).
The proposed rules would also
add a definition of "structuring" to the present regulations, which prohibit a
person from structuring or assisting in structuring, or attempting to structure or
assist in structuring, any transaction with one or more domestic financial
institutions for the purpose of evading the reporting requirements.
Comments on
the proposed regulations are due on 8/22/88 and should be sent to Amy Rudnick,
Director, Office of Financial Enforcement, Office of the Assistant Secretary
(Enforcement), Department of the Treasury, Room 4320, 1500 Pennsylvania Ave.,
N.W., Washington, D.C. 20220.
For further information after reading the proposed
rules, contact Kathleen A. Scott at the Treasury Department at 202/556-9947.

Relief for employers of agricultural workers and tip earners who may not have
deposited proper Federal Insurance Contributions Act (FICA) taxes on time was
announced recently by the IRS.
In Information Release 88-105, the IRS said
changes made in the tax law by the Revenue Act of 1987 placed new requirements on
these employers and that Circular E, "Employer's Tax Guide," and Circular A,
"Agricultural Employer's Tax Guide," were printed before these requirements were
enacted and do not contain the information.
The 1987 tax law changes require
agricultural employers and employees to pay FICA contributions if the employer
pays $2,500 or more of cash wages for agricultural labor during 1988.
FICA taxes
are also due, the IRS said, for each farm worker who receives cash wages of $150
or more from an employer.
Employers of tip earners are now liable for the
employer portion of FICA taxes on their employees' tips at the time the employees
report them.
The IRS said that employers of agricultural workers or tip earners
who because of these changes failed to make timely and proper deposits of FICA
taxes for wages paid in 1988 should begin to do so now and should include the late
deposits with their next on-time deposit.
The IRS said a 10 percent penalty
generally applies when FICA taxes are not deposited on time, but that relief can
be granted for reasonable cause.
The IRS said that employers of tip earners may
qualify for relief from the penalty for the failure to deposit the employer
portion of FICA taxes on tips for the first quarter of 1988.
The IRS also noted
that it mailed Notice 831 to employers in January alerting them to the changes in
the law and that the notice included the information employers of tip earners
needed to comply with the requirements for making timely deposits of the employer
portion beginning with the second quarter.
In addition, the Service said, a
revised Form 941 containing the new requirements was available for use for the
first quarter filing obligation.
The IRS said that employers of agricultural
employees may qualify for relief if they did not comply for FICA deposits due in
the first two quarters of 1988.
The IRS said agricultural employers generally do
not file quarterly on Form 941 and may have been unaware of the changes in the
law. To request relief, the IRS said employers should attach a written statement
to their return for the period in which they failed to make timely deposits.
The
IRS said that the statement is made under penalty of perjury and "should explain
in detail the employer's reason for not making timely deposits." Employers of tip
earners who have already filed a return for the first quarter should wait until
they receive a notice of failure to deposit for the first quarter and they should
then send their written statement to the IRS at the address shown on the notice,
according to the Service.
Agricultural employers should attach the statement to
their Form 943, if they did not make timely deposits of FICA taxes through
6/30/88, the IRS said.
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SPECIAL: AICPA TESTIFIES AT IRS HEARING ON PASSIVE ACTIVITY LOSSES AND CREDIT LIMITATIONS
"The average taxpayer needs a simpler means of determining whether the passive
activity loss and credit limitations apply."
Roxanne J. Coady, chairman of the
Section 469 Working Group of the AICPA, testified at an IRS hearing 6/28/88 in
Washington, D.C.
Ms. Coady stated that the AICPA "wholeheartedly supports the
underlying purpose of Section 469, namely to discourage the investment of capital
in activities exclusively serving tax avoidance goals."
However, she urged
simplification of Internal Revenue Code Section 469 regulations.
Ms. Coady said,
"A reduction of the complexity of these regulations will reduce involuntary
noncompliance by taxpayers who cannot understand the rules and, perhaps, voluntary
noncompliance by taxpayers who understand the rules but not how to apply them in a
particular manner."
She cited the disparate treatment of income and loss under
certain recharacterization provisions and the concept of significant participation
as examples of non-abusive transactions which are needlessly addressed by the IRS
regulations.
Ms Coady made several recommendations as follows: 1) The effective
date of the significant participation provisions be delayed until final
regulations are issued; 2) Penalties should be waived for any underpayment of tax
attributable to the limitations on losses or credits from passive activities where
a 1987 return was prepared adopting a reasonable p osition regarding the
application of the limitations based on the statutory language and the legislative
history of Section 469;
3)
All relevant tax forms and related instructions
should be updated and made available to users before the filing season;
4)
Future regulations should not be issued during filing season;
and 5) IRS
personnel should be given guidance concerning the use of a reasonable approach in
examining transactions that occurred prior to the p u blication of these
regulations.
Ms. Coady completed her testimony by stating, "In making these
recommendations, the primary aim of the AICPA is not to increase the ability of
the taxpayers to use passive losses to
offset positive income sources.
Rather,
we seek merely to provide a more flexible and fair application of the passive loss
provisions.
By focusing the application of these provisions on transactions where
a taxpayer intends to circumvent Section 469, the passive loss provisions will be
more easily accepted and viewed by taxpayers as a cure for abusive tax shelters
rather than a trap for the unwary and a burden on all business transactions."
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For further information contact Shirley Twillman at 202/737-6600.
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